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RE: DOCKET NO. 010156-WU - APPLICATION FOR INCREASE IN SERVICE

AVAILABILITY CHARGES FOR WATER CUSTOMERS IN THE GSEVEN

SPRINGS SERVICE AREA IN PASCO COUNTY BY ALOHA UTILITIES,
INC.

COUNTY: PASCO

AGENDA: 10/1/02 - REGULAR AGENDA - TARIFF FILING - INTERESTED
PERSONS MAY PARTICIPATE

CRITICAL DATES: 8-MONTH EFFECTIVE DATE: 10/1/02
SPECIAL INSTRUCTIONS: NONE

FILE NAME AND LOCATION: S:\PSC\ECR\WP\010156.RCM

CASE BACKGROUND

Aloha Utilities, Inc. (Aloha or utility) is a Class A water
and wastewater utility in Pasco County. The utility consists of
two distinct service areas, Aloha Gardens and Seven Springs. The
utility’s service area is located within the Northern Tampa Bay
Water Use Caution Area as designated by the Southwest Florida Water
Management District (SWFWMD). Critical water supply concerns have
been identified by SWFWMD within this area.

On February 1, 2001, the utility filed an application to
increase its plant capacity charge for its Seven Springs water
system to $690 per equivalent residential connection (ERC). Alocha
filed this request pursuant to Order No. PSC-00-1285-FOF-WS, issued
July 14, 2000, in Docket No. 960545-WS. By that Order, the
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Commission approved a temporary $500 plant capacity charge per ERC,
subject to refund, pending the filing of the instant application
and approval of a final charge by this Commission.

By Order No. PSC-02-0593-FOF-WU, issued April 30, 2002, in
Docket No. 010503-WU (a rate case for Aloha’s Seven Springs water
system), the Commission increased the temporary plant capacity
charge to $1,000 per ERC, subject to refund. On May 29, 2002, the
utility filed a notice of appeal of that Order with the First
District Court of Appeal (DCA). On June 14, 2002, Aloha filed a
Motion for Stay of Order No. PSC-02-0593-FOF-WU, which included the
provision to increase the plant capacity charge to $1,000 per ERC.
By Order No. PSC-02-1056-PCO-WU, issued August 5, 2002, the
Commigsion denied the utility’s request to stay the provision to
increase the plant capacity charge. However, the Commission did
stay several of the other Commission requirements pursuant to Order
No. PSC-02-0593-FOF-WU.

On July 26, 2002, Alcha submitted a revised tariff sheet to
reflect the temporary plant capacity charge of $1,000 per ERC. On
August 1, 2002, the utility submitted a proposed notice for this
increased charge. With a minor modification, staff approved the
notice on the same day. On August 12, 2002, Aloha sent notices to
persons who have filed a written request for service or who have
been provided a written estimate for service within the past 12
calendar months. As a result, the $1,000 charge became effective
on August 13, 2002.

On August 20, 2002, Aloha requested that the $1,000 temporary
charge approved by Order No. PSC-02-0593-FOF-WU be made final.
This recommendation addresses whether the temporary $1,000 per ERC
plant capacity charge should be made final. The Commission has
jurisdiction pursuant to Section 367.101, Florida Statutes.
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DISCUSSION OF ISSUES

ISSUE 1: Should the Seven Springs water system temporary plant
capacity charge be made final?

RECOMMENDATION: Yes. The temporary plant capacity charge of
$1,000 per ERC 1s reasonable and should be approved. For all non-
residential customers, the recommended plant capacity charge should
be $3.333 per gallon. These recommended charges should be based on
300 gallons per day (gpd) per ERC. If there is no timely protest
to the Commission’s Order by a substantially affected person, the
utility should file the appropriate revised tariff sheets and a
proposed notice within twenty days of the date of the Order
consummating the Order. The revised tariff sheets should be
approved administratively wupon staff's verification that the
tariffs are consistent with the Commission's decision and the
utility’s proposed notice is adequate. If the revised tariff
sheets are approved, the service availability charges should become
effective for connections made on or after the stamped approval
date of the revised tariff sheets, pursuant to Rule 25-30.475(2),
Florida Administrative Code, provided that appropriate notice has
been made. The notice should be mailed or hand delivered to all
persons in the service area who have filed a written request for
service within the past 12 calendar months or who have been
provided a written estimate for service within the past 12 calendar
months. The utility should provide proof of the date the notice
was given within 10 days after the date of the notice. If there is
a protest of the Commission’s Order, the utility should continue
collection of the $1,000 charge subject to refund and continue
escrowing the difference between $163.80 and $1,000. (FLETCHER)

STAFF ANALYSIS: Pursuant to Order No. PSC-00-1285-FOF-WS, the
utility was required to implement a pilot project using the best
available treatment alternative to enhance the water quality and to
diminish the tendency of the water to produce copper sulfide in the
customers’ homes. In May 1997, the utility’s engineer had
completed extensive cost estimates for the treatment process, known
as packed tower aeration, which was a possible treatment
alternative required by Order No. PSC-00-1285-FOF-WS. However,
according to the utility’s pilot project reports, Aloha discovered
another treatment process, identified by the trade name “MIEX”, to
remove the hydrogen sulfide from the water supply. This treatment
process uses a specifically engineered magnetic ion exchange resin.
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Alocha has used this process to test its technical and economical
feasibility.

Aloha is nearing completion of its final feasibility report of
the MIEX treatment process, which must be completed before
extensive cost estimates for this process can be done. The utility
engineer’s current estimate is that the full-scale MIEX treatment
process at Aloha’s Seven Springs water system will be at least
$10,000,000. Staff notes that in Docket No. 010503-WU, Alcha’'s
engineer estimated that the total cost of the pilot project only
would be approximately $200,000 to $300,000.

In addition, SWFWMD has required, through a consent order with
the utility, that Aloha conduct a feasibility study for a reverse
osmosis (R/0) facility for the Seven Springs water system. The
consent order also provided that, if it was determined that the R/O
facility was not feasible, Alocha would move forward with an
alternative technology feasibility study in order to seek another
source for water supply. In its August 20, 2002, letter to staff
in the instant docket, the utility stated that the R/O feasibility
study will take approximately one year to complete and will cost
$1,000,000. Alcha’s engineer estimated that the R/O facility is
expected to cost between $25 and $30 millionm. The utility
emphasized that this R/O plant is not a replacement to the packed
tower or MIEX process, but it is in addition thereto.

Pursuant to Rule 25-30.580, Florida Administrative Code, a
utility’s service availability policy shall be designed in
accordance with the following guidelines:

(1) The maximum amount of contribution-in-aid-of-
construction, net of amortization, should not exceed 75%
of the total original cost, net of accumulated

depreciation, of the utility’s facilities and plant when
the facilities and plant are at design capacity.

(2) The minimum amount of contribution-in-aid-of-
construction should not be less than the percentage of
such facilities and plant that is represented by the
water transmission and distribution and sewage collection
systems.

Aloha’s original proposed plant capacity charge of $690 per
ERC in this docket was based only on the treatment process known as
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packed tower aeration. According to the utility engineer’s
estimates, the packed tower aeration plant upgrades would cost
$11,244,717. Further, Aloha’s engineer stated that at buildout in
2015 the plant capacity would be 4.52 million gallons per day
(mgd), which is designed to serve 15,044 ERCs. The utility’s
current tariff reflects an average daily demand per ERC of 270 gpd,
and the utility stated in its application that the average daily
demand per ERC should be increased to 310 gpd. Based on a
discussion with the utility’s accounting consultant, the 310 gpd
was a typographical error and should have been 300 gpd. Staff
believes the average daily demand per ERC should be 300 gpd, which
we calculated by dividing the plant capacity at buildout of 4.52
mgd by the total ERC at buildout of 15,044. The 15,044 ERCs at
buildout represents additional ERCs of 5,238 from January 1, 2002
to December 31, 2015.

Using the current meter installation fee of $75.80 and the
estimated additional ERCs of 5,238, meter-related CIAC and plant
are projected to increase by $397,040 at buildout. A 51,000 per
ERC plant capacity charge is projected to provide additional CIAC
of $5,238,000 at buildout. In addition, staff utilized the five-
year annual report average (from 1997 to 2001) of $558,389 per year
to project donated property at buildout in 2015. Using this
average, the additional donated property at buildout would equate
to $7,817,446.

staff has analyzed several potential plant improvement
alternatives and the resulting CIAC ratios because it is not yet
known which course of action the utility will take. We note that
all alternatives utilize the following: 1) a capitalized cost of
$200,000 for the pilot project; 2) a capitalized cost of $1,000,000
for the R/O feasibility study; 3) additional CIAC and plant of
$397,040 for meter installations at buildout; 4) additional donated
property of $7,817,446 at buildout; and 5) additional CIAC of
$5,238,000 at buildout from the collection the of $1,000 plant
capacity charge. Alternative 1 represents the additiocnal
$11,244,717 cost for the packed tower aeration plant upgrades and
$10 million for the R/O plant upgrades. Alternative 2 represents
the additional $10 million cost for the full-scale MIEX treatment
process and $10 million for the R/O plant upgrades. Alternative 3
represents the additional $11,244,717 cost for the packed tower
aeration plant upgrades and $25 million estimated for the R/0O plant
upgrades. Alternative 4 represents the additional $10 million cost
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for the full-scale MIEX treatment process and $25 million estimated
for the R/0O plant upgrades.

Alternative 1 Alternative 2 Alternative 3 Alternative 4

Gross CIAC $22,235,367 $22,235,367 $22,235,367 $22,235,367
Gross Plant $40,854,959 $39,610,242 $55,854,959 $45,610,242
CIAC Ratio 54.43% 56.14% 39.81% 48.75%

Staff notes that the CIAC ratio net of depreciation and

amortization at December 31, 2001, was 91.59%. The gross CIAC
ratio at December 31, 2001, was 86.14%. This represents a
difference of 5.45%. Since the gross CIAC ratios of the four

alternatives above are significantly below 75%, staff believes that
the $1,000 charge would not cause the utility to exceed the 75% net
CIAC maximum limit. Pursuant to Rule 25-30.580, Florida
Administrative Code, staff notes the historical December 31, 2001,
balance of CIAC was well above the minimum guideline amount for the
Seven Springs’ water transmission and distribution system. Also,
the utility’s current service availlability policy provides that
developers are responsible for all on-site and off-site facilities.
With the continuation of this policy, staff believes that the
utility’s $1,000 charge would place the CIAC balance at buildout
within the range of the minimum and maximum CIAC guideline levels.

Based on the above, staff believes that the $1,000 charge
complies with Rule 25-30.580, Florida Administrative Code. Thus,
staff recommends that the current temporary $1,000 per ERC plant
capacity charge be made final. For all non-residential customers,
staff recommends that the plant capacity charge be $3.333 per
gallon, which is calculated by dividing the $1,000 per ERC charge
by 300 gpd per ERC. These recommended charges should both be based
on an average daily demand 300 gpd per ERC.

If there is no timely protest to the Commission’s Order by a
subgtantially affected person, the utility should file the
appropriate revised tariff sheets and a proposed notice within
twenty days of the date of the Order consummating the Order. The
revised tariff sheets should be approved administratively upon
staff's verification that the tariffs are consistent with the
Commission's decision and the utility’s proposed notice is
adequate. If the revised tariff sheets are approved, the service
availability charges should become effective for connections made
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on or after the stamped approval date of the revised tariff sheets,
pursuant to Rule 25-30.475(2), Florida Administrative Code,
provided that the appropriate notice has been made.

The notice should be mailed or hand delivered to all persons
in the service area who have filed a written request for service
within the past 12 calendar months or who have been provided a
written estimate for service within the past 12 calendar months.
The utility should provide proof of the date the notice was given
within 10 days after the date of the notice.

If there is a protest of the Commission’s Order, the utility
should continue collection of the $1,000 charge subject to refund
and continue escrowing the difference between $163.80 and $1,000.
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ISSUE 2: Should the Commission release the funds escrowed which
were secured pursuant to Orders Nos. PSC-00-1285-FOF-WS and PSC-02-
0593 -FQOF-WU?

RECOMMENDATION: Yes. If the Commission  approves staff’'s
recommendation in Issue 1 and there is no protest, the Commission
should release all escrowed service availability funds for the
Seven Springs water system, and the escrow account should be
closed. (FLETCHER)

STAFF ANALYSIS: By Order No. PSC-00-1285-FOF-WS, issued July 14,
2000, in Docket No. 960545-WS, the Commission ordered Aloha to
escrow the difference between the previous plant capacity charge of
$163.80 per ERC and the temporary charge of $500 per ERC. By Order
No. PSC-02-0593-FOF-WU, 1issued April 30, 2002, in Docket No.
010503-WU, the Commission increased the temporary charge and
required the utility to escrow the difference between the previous
plant capacity charge of $163.80 per ERC and the temporary charge
of $1,000 per ERC. According to Alocha’s refund report submitted on
August 14, 2002, the escrow account balance as of July 31, 2002,
was $823,591. Staff notes that this amount represents 82.36% of
the utility engineer’s estimate of the total cost of the
feasibility study for an R/O facility, previously discussed. 1If
the Commission approves staff’s recommendation in Issue 1 and there
is no protest, the $1,000 per ERC plant capacity charge will be
final upon the issuance of a Consummating Order. Thus, staff
recommends that the Commission should release all escrowed service
availability funds for the Seven Springs water system, and the
escrow account should be closed upon the issuance of a Consummating
Order.
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ISSUE 3: Should this docket be closed?

RECOMMENDATION: If the Commission approves staff’s recommendation
on the previous issues and no timely protest on those issues are
received upon expiration of the protest period, the Order on the
service availability charges will become final upon the issuance of
a Consummating Order. Once staff has verified that the utility’s
revised tariff sheets are consistent with the Commission’s decision
and that the appropriate notice has been made, this docket should
be closed administratively. If a timely protest is filed, staff
recommends the following: 1) the docket should remain open pending
the resolution of the protest; 2) the utility should continue to
escrow the difference between the previous plant capacity charge of
$163.80 per ERC and the temporary charge of $1,000 per ERC; 3) the
utility should continue to provide a report by the 20" day of each
month indicating the monthly and total amount of service
availability charges collected subject to refund as of the end of
the preceding wonth, pursuant to Rule 25-30.360(6), Florida
Administrative Code. (FLETCHER, JAEGER)

STAFF ANALYSIS: If the Commission approves staff’s recommendation
on the previous issues and no timely protest on those issues are
received upon expiration of the protest period, the Order on the
service availability charges will become final upon the issuance of
a Consummating Crder. Once staff has verified that the utility’s
revised tariff sheets are consistent with the Commission’s decision
and that the appropriate notice has been made, this docket should
be closed administratively. If a timely protest is filed, staff
recommends the following: 1) the docket should remain open pending
the resolution of the protest; 2) the utility should continue to
escrow the difference between the previous plant capacity charge of
$163.80 per ERC and the temporary charge of $1,000 per ERC; 3) the
utility should continue to provide a report by the 20 day of each
month indicating the monthly and total amount of service
availability charges collected subject to refund as of the end of
the preceding month, pursuant to Rule 25-30.360(6), Florida
Administrative Code.



